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MESSAGE TO UNITHOLDERS FROM THE ADVISOR 


Message to Unitholders from the Advisor 


The Newcastle Market-Neutral Trust (the "Trust") is a closed-end fund 
comprising a diversified portfolio of market-neutral hedge funds that is 
traded on The Toronto Stock Exchange. As of December 31, 2000, the 
net asset value of the Trust per unit was $18.81. For the fourth quarter, 
the net asset value of the Trust per unit rose by 1.12%. For the year, the 
net asset value per unit increased 15.12%, after taking into account 
distributions per unit of $2.89. 


Year 2000 saw declines for both the US and Canadian equity markets, as 
measured by the returns of their broad market indices. The strong 
results of the Trust over the same period stress again the unique position 
that market-neutral investments can hold in a portfolio as generators of 
steady returns, regardless of the overall market environment. 


Previous reports have discussed changes made to the portfolio reflecting 
new opportunities and threats in the marketplace. In this regard, 2000 
was no different. During the year, Newcastle continued its global search 
for new investment opportunities, adding several funds managed from 
Europe as well as two other non-North American-based managers. The 
focus continues to be in building as diversified and resilient a portfolio 
as practicable. 


Over the year, Newcastle increased the weight of market-neutral equity 
in the portfolio by allocating funds to managers specializing in high 
frequency, non-directional equity trading. Managers in this area buy and 
sell stocks based on very small relative pricing anomalies, trading on 
thousands of perceived opportunities per year. In so doing, market- 
neutral equity managers are able to capitalize on market inefficiencies. 
The move to a greater weight for market-neutral equity has already 
borne fruit, as the strategy was the Trust’s top performer in 2000. 


Newcastle also increased the weight of the fixed income arbitrage in the 
portfolio by adding a specialist manager that focuses on reinsurance- 
based debt and another that offers more traditional relative-value and 
convergence trades. The latter manager is essentially in the business of 
profiting from mispriced bonds without taking any interest rate or credit 
risk. As banks and broker-dealer trading desks have reduced the scope 
of fixed income arbitrage, choosing instead to focus on client 
businesses, there remain significant opportunities in this area for the 
Trust. 


In response to tighter credit markets and concerns about the large new 
issuance of levered high yield structured products in the United States 
(commonly referred to as Collateralized Bond Obligations or CBOs), 
Newcastle reduced the Trust's exposure to levered loans and high yield 
bonds by lowering the weight of the managers in the loan origination 
strategy. Consequently, this synthetic banking-like strategy offered 
small positive results during the year. 


Merger arbitrage and convertible arbitrage continue to be central to the 
success of the Trust. They remain the two largest strategies by weight 
within the portfolio and both were expanded in terms of numbers of 
managers in 2000. Newcastle also continued to focus on best-in-class 
managers, replacing managers with others who were either better 
hedged or who were better able to add value through a unique 
investment approach. As in 1999, this increased the global diversity and 
market-neutrality of the Trust. 


Newcastle remains committed to market-neutral investing as an essential 
element of any truly diversified portfolio. The Trust's well-constructed 
portfolio of market-neutral hedge funds offers among the best risk- 
adjusted returns available in the market today and this asset class serves 
well as a buffer against equity market downside risk. 


{ou (i, Goraete Usa 


DAVID G. PATTERSON GEORGE I. MAIN, CFA 
Chair and Chief Executive Vice President 
Executive Officer and Chief Investment Officer 


April 16, 2001 


MANAGEMENT DISCUSSION AND ANALYSIS 


MANAGEMENT DISCUSSION AND ANALYSIS 


Investment Objectives 


The Trust's investment objectives are: 
1. Distribute $0.40 per unit per quarter ($1.60 per annum); 
2. Steadily grow the net asset value; 


3. Ensure that the performance of the Trust is substantially 
independent of fixed income and equity markets; and 


4. Achieve low volatility, which is expected to be less than that of a 
mid-term bond portfolio and less than one-half that of major North 
American stock markets. 


Investment Strategy 


The Trust comprises market-neutral hedge funds that have excellent 
expected returns as well as performance histories that have a low 
correlation with major equity and debt markets. In establishing the 
hedge fund "mix," the Advisor selects strategies that also have a low 
correlation with one another, thereby increasing diversification and 
reducing expected volatility. 


The Trust employs leverage to enhance investment returns. The Trust is 
entitled to borrow up to 25% of the net asset value for investment 
purposes, and an additional 10% of the net asset value for effecting the 
purchase and buy-back program, maintaining liquidity to effect cash 
distributions and settling currency hedging transactions. The financial 
leverage as at December 31, 2000 was 26.55% (1999: 24.03%). The 
increased leverage reflects temporary borrowings made to settle 
currency hedging transactions resulting from the deteriorating Canadian 
dollar. 


Investment Activity 


During the year, as part of its regular investing activities and with a 
view to enhancing diversification and providing risk reduction to the 
overall portfolio, the Trust placed investments with 16 new hedge fund 
managers (1999: 11 hedge fund managers) and redeemed investments 
from six other hedge fund managers (1999: four hedge fund managers). 


As at December 31, 2000, the Trust was invested in 38 hedge funds 
(1999: 28 hedge funds) with 33 managers (1999: 27 managers) engaged 
in seven unique market-neutral or hedged investment strategies. This 
wide array of hedge fund investments has created broad diversification 
through which the Trust seeks to achieve its risk/return objectives and 

4 market neutrality. 


Asset Allocation by Investment Strategy 


Hedge Fund Investments 
As at December 31, 2000 


28% Convertible arbitrage (10 hedge funds) $ 34,465,395 
4% Distressed securities (2 hedge funds) 5,036,654 
8% Fixed income arbitrage (4 hedge funds) 10,299,280 
9% Loan origination (3 hedge funds) 10,452,290 

16% Market-neutral equity (5 hedge funds) 20,107,002 
6% Mortgage-backed securities arbitrage (2 hedge funds) 7,657,590 

29% Merger arbitrage (12 hedge funds) 36,055,565 


16% 9% 


Review of Financial Results 


Performance 


During 2000, the performance of the Trust continued the strong trend 
established in 1999, posting a return of 15.12% (1999: 17.50%) for the 
year, taking into account distributions made during the year. All seven 
of the Trust's strategies contributed significantly to the overall return. In 
particular, market-neutral equity, merger arbitrage and convertible 
arbitrage strategies were key to the success of the Trust in 2000. The 
strong performance of the Trust, despite the declines experienced in the 
equity and bond markets, reflects the market-neutral nature of the Trust's 
hedge fund portfolio. 


With the continued trading discounts prevalent in the market, the Trust 
was again able to capitalize on the share buy-back and cancellation 
program during the year to provide additional returns to the unitholders. 
Over the year, this program contributed 2.29% (1999: 3.36%) to returns. 


Net Asset Value and Price Per Unit 


The Trust's net asset value per unit is calculated and reported monthly. 
For the year ended December 31, 2000, the net asset value per unit of 
the Trust fluctuated between a low of $18.81 and a high of $19.76 
(1999: low of $16.63 and high of $18.97 per unit), after taking into 
account distributions. The relatively narrow band around the net asset 
values in 2000 reflects the payment of distributions out of the growth of 
the Trust throughout the year. 


As in prior years, the Trust traded at a discount. The trading price of the 
units fluctuated between $14.00 and $16.05 (1999: $12.55 and $15.70) 
during the year, despite the fact that the net asset value per unit of the 
Trust showed continued growth, and quarterly distributions were made 
throughout the year. 


Distributions 


The Trust is obligated to distribute $0.40 per unit to unitholders on a 
quarterly basis. Distributions are determined using the net asset value 
per unit for the month prior to each quarter end, and are permitted under 
the trust agreement as long as the net asset value per unit of the Trust at 
such time is greater than the initial net asset value per unit of the Trust 
of $18.79. During the year, the Trust made distributions in all quarters 
totalling $2.89 per unit ($17,757,559 was distributed in aggregate) as 
compared to one distribution in 1999 in the amount of $0.57 per unit 
($3,663,823 in aggregate). The distributions of $2.89 per unit 

(1999: $0.57 per unit) included payments of $1.29 per unit 


(1999: $0.17 per unit) towards distributions that were in arrears. As at 
year end, distributions in arrears amounted to $1.05 per unit and 
$6,204,617 in aggregate (1999: $2.34 per unit; $15,040,956 in 
aggregate). The remaining distributions in arrears will be paid to 
investors, on a quarterly basis, as they are earned. Newcastle's interests 
remain aligned with those of the investor: as long as there are any 
distributions owing to the investors, Newcastle's management fee is not 
paid nor reflected in the net asset value of the Trust. Once all 
distributions in arrears have been paid, management fees will only be 
accrued and paid if such an accrual and payment will not prohibit the 
payment of current distributions to unitholders. As at December 31, 
2000 the management fees in arrears that had not been accrued were 
$5,685,322 (1999: $4,214,963). 


Distribution History 


Date Character 
Record distribution of distribution Amount 
date paid for tax purposes per unit 
March 31, 1998 April 22, 1998 Return of capital $0.32 
June 30, 1998 July 21, 1998 Return of capital $0.37 
December 31, 1999 January 31, 2000 Return of capital $0.57 
March 31, 2000 April 14, 2000 Return of capital $0.97 
June 30, 2000 July 14, 2000 Return of capital $0.88 
September 29, 2000 October 13, 2000 Return of capital $0.73 
December 29, 2000 January 12, 2001 Return of capital $0.31 


Net Income from Operations 


For the year ended December 31, 2000, the Trust's net income from 
operations was $14,955,071 (1999: $16,260,295). As in 1999, and 


consistent with the Trust's objectives, the key contributing factors were 
the realized and unrealized gains on hedge fund investments. 


The impact of expenses for the years ended December 31, 2000 and 
1999 is analyzed in the following table: 


Ratio of expenses to 


weighted-average net assets 2000 1999 
Excluding loan interest and stand-by fees 0.19% 0.27% 
Including loan interest and stand-by fees 2.03% 1.66% 


If management fees were payable in the year 3.28% 2.90% 


Currency Hedging 


The Trust uses derivative contracts to hedge the currency exposure of 
investments denominated in U.S. dollars. A portion of the Trust's 
liabilities, which are denominated in U.S. dollars, provides a natural 
hedge to the U.S. dollar denominated assets. 


The following table summarizes the impact of currency exchange for the 
years ended December 31, 2000 and 1999 after taking into account the 
hedging activities of the Trust. 


2000 1999 
Currency exchange on 
hedge fund investments 
denominated in U.S. dollars: 
Net realized gain $ 5,592,867 1,584,310 
Change in unrealized 
appreciation (depreciation) (477,630) (9,134,270) 
Currency hedging of U.S. 
dollar denominated 
investments (5,096,905) 6,325,918 
Translation gain (loss) on 
natural hedge (787,699) 1,465,152 
Net impact of currency 
exchange $ (769,367) 241,110 


Purchases for Cancellation 


Under its trust agreement, the Trust is required to make purchases of 
units of up to 2% of the outstanding units per quarter if the price at 
which the units trade in the market is less than 92.5% of the net asset 
value per unit as at the close of business on the preceding valuation 
date. In addition, the Trust may purchase units whenever they are 
offered for sale at less than their net asset value. 


In December 2000, the Trust filed a notice of intention to make normal- 
course purchases of its units with The Toronto Stock Exchange. In its 
filing with the exchange, the Trust indicated an intention to purchase up 
to 587,295 of the units of the Trust, representing 10% of the public float 
of the Trust then outstanding. In accordance with exchange rules and 
by-laws, the Trust may not pay more than the most recent market price 
for the units purchased. Units purchased under the bid are cancelled. 


During the year ended December 31, 2000, the Trust purchased 518,600 
units (1999: 971,341 units) for cancellation under these programs for a 
total amount of $7,982,175 (1999: $13,703,032). Given that the net 
asset value of the units cancelled amounted to $10,016,104 

(1999: $17,453,120), this resulted in a gain of $2,033,929 

(1999: $3,750,088) for the Trust. This gain reflects a 2.29% 

(1999: 3.36%) addition to the overall return. 


Distribution Reinvestment Plan 


The Trust offers investors the opportunity to enroll in a Distribution 
Reinvestment Plan (the "Plan"). The Plan allows investors to 
conveniently acquire additional units of the Trust by reinvesting their 
cash distributions. Purchases are made in the market if units of the 
Trust are trading at a price that is less than their net asset value. If units 
of the Trust are trading at a price that is greater than their net asset 
value, new units will be issued at a price that is the greater of their net 
asset value and 95% of the weighted average of the trading prices of the 
units over the five-day period prior to the declaration of the distribution. 
Purchases made under this plan in 2000 amounted to 46,718 units. 
There were no purchases made during 1999 because the purchases 
related to the distribution declared on December 31, 1999 occurred in 
January 2000. 


The Plan is a way to participate in the growth of the Trust. There is no 
charge to the participant for enrollment in the Plan. 


If you are a registered unitholder and are interested in enrolling in the 
Plan, please complete an enrollment form and send it to the Plan Agent: 
CIBC Mellon Trust, P.O. Box 7010, Adelaide Street Postal Station, 
Toronto, Ontario MSC 2W%9, or call 1-800-387-0825. Enrollment forms 
are available from your broker. 


If you are the owner of units in an account with a broker or financial _ 
institution, you may provide them with a direction to enroll your units in 
the Plan. 


MANAGEMENT’S RESPONSIBILITY 


Management's Responsibility 


The accompanying financial statements have been prepared by 
Newcastle Fund Management Inc., the Manager of the Trust 
("Manager"), and approved by the Board of Directors of the Manager. 
The Manager is responsible for the information and representations 
contained in these financial statements and other sections of the Annual 
Report. 


The Manager maintains appropriate processes to ensure that relevant 
and reliable financial information is produced. The financial statements 
have been prepared in accordance with accounting principles generally 
accepted in Canada and include certain amounts that are based on 
estimates and judgements. The significant accounting policies that 
management believes are appropriate for the Trust are described in 

note 3 to the financial statements. 


PricewaterhouseCoopers LLP are the external auditors of the Trust. 
They have audited the financial statements in accordance with Canadian 
generally accepted auditing standards to enable them to express to the 
unitholders their opinion on the financial statements. Their report is set 
out on page 11. 


Robert R. Rafos Benita M. Warmbold, CA 
President Treasurer 

Newcastle Fund Newcastle Fund 
Management Inc. Management Inc. 
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AUDITORS’ REPORT TO THE UNITHOLDERS 


Auditors' Report To the Unitholders 
of Newcastle Market-Neutral Trust 


We have audited the statement of investment portfolio as at 
December 31, 2000 and the statements of net assets of Newcastle 
Market-Neutral Trust (the "Trust") as at December 31, 2000 and 1999 
and the statements of operations, changes in net assets and financial 
highlights for the years then ended. These financial statements are the 
responsibility of the Trust's management. Our responsibility is to 
express an opinion on these financial statements based on our audits. 


We have conducted our audits in accordance with Canadian generally 
accepted auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement 
presentation. 


In our opinion, these financial statements present fairly, in all material 
respects, the financial position of the Trust as at December 31, 2000 and 
1999, the investment portfolio as at December 2000 and the results of its 


operations and the changes in its cash flows for the years then ended in 
accordance with Canadian generally accepted accounting principles. 


Detuatirbruaforpors LLP 


Chartered Accountants 


February 23, 2001 


al 


STATEMENT OF NET ASSETS 


NEWCASTLE MARKET-NEUTRAL TRUST 


Statement of Net Assets 
As at December 31, 2000 and 1999 


2000 1999 
Assets 
Cash and short-term notes 6,352,648 Sele 
Hedge fund investments, at fair value (note 5) 
(cost: 2000 - $98,587,432; 1999 - $124,345,458) 124,189,396 145,530,203 
Hedge fund redemptions receivable 12,186,517 4,073,177 
142,728,561 155,145,153 
Liabilities 
Professional and custody fees payable 55,947 33,493 
Interest and stand-by fees payable 189,375 222-7133 
Distribution payable 1,831,839 3,663,823 
Bank loan (note 8) 29,511,017 29,300,058 
31,588,178 33,220,107 
Net assets and unitholders’ equity $ 111,140,383 121,925,046 
Number of units outstanding (note 6) 5,909,159 6,427,759 
Net asset value per unit 18.81 18.97 


Approved on behalf of the Board of Directors of 


the Manager: 


co Mle 
feute de uleA 


, Director 


, Director 


The accompanying notes are an integral part of these financial statements. 
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NEWCASTLE MARKET-NEUTRAL TRUST 


Statement of Operations 


For the years ended December 31, 2000 and 1999 


2000 1999 
Investment income 
Interest $ 695,243 2,008,517 
Dividends 117,198 176,921 
812,441 2,185,438 
Expenses 
Interest and stand-by fees 2,155,906 1,717,889 
Management fees (note 7) - - 
Professional and custody fees 63,607 106,754 
_ Other fees 158,022 220,937 
Pas i eye) 2,045,580 
Net investment income (loss) for the year (1,565,094) 139,858 
Realized and unrealized gain (loss) 
on investments 
Net realized gain (loss) on: 
Hedge fund investments 12,014,876 3,006,960 
Currency exchange on hedge fund investments 5,592,867 1,584,310 
Currency hedging of investments (5,096,905) 6,325,918 
Change in unrealized appreciation (depreciation) on: 
Hedge fund investments 5,274,656 12,872,367 
Currency exchange on hedge fund investments (477,630) (9,134,270) 
Net gain (loss) on currency, 
excluding hedge fund investments (787,699) 1,465,152 
Net gain on investments for the year 16,520,165 16,120,437 
Net income from operations for the year SV t4.955.07 1 16,260,295 
Net income from operations 
per unit for the year* $ 2.45 2.42 


*Based on the average number of units of 6,099,284 outstanding for the year (1999 - 6,712,812). 


The accompanying notes are an integral part of these financial statements. 


STATEMENT OF OPERATIONS 


Ls 


STATEMENT OF CHANGES IN NET ASSETS 


NEWCASTLE MARKET-NEUTRAL TRUST 


Statement of Changes in Net Assets 
For the years ended December 31, 2000 and 1999 


2000 1999 
Net assets - beginning of the year $ 121,925,046 123,031,606 
Net income from operations for the year 14,955,071 16,260,295 
Unit transactions (note 6) 
Net asset value of units cancelled (10,016,104) (17,453,120) 
Gain on cancellation of units 2,033,929 3,750,088 


(7,982,175) (13,703,032) 


Distributions to unitholders 


Return of capital (note 9) (Ad i559) (3,663,823) 
Net assets - end of the year $ 111,140,383 121,925,046 
Distributions per unit for the year* $ 2.89 0.57 


*Based on the actual number of units outstanding on record date. 


The accompanying notes are an integral part of these financial statements. 
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NEWCASTLE MARKET-NEUTRAL TRUST 


Statement of Investment Portfolio 


As at December 31, 2000 


Fair 
Cost value 
Hedge fund investments 

Convertible arbitrage $ 25,840,434 34,465,395 
Distressed securities 3,895,312 5,036,654 
Fixed income arbitrage 9,805,550 10,299,280 
Loan origination 8,044,363 10,452,290 
Market-neutral equity 15,663,731 20,107,002 
Mortgage-backed securities arbitrage 5,650,776 7,657,590 
Merger arbitrage 29,687,266 36,055,565 
98,587,432 124,073,776 

Settlement due on currency futures 
contracts (note 10) 115,620 
Hedge fund investments, at fair value 124,189,396 
Hedge fund redemptions receivable 12186517 
Total investments 136,375,913 


Other liabilities over other assets 


(25,235,530) 


Net assets and unitholders’ equity 


$ 111,140,383 


The accompanying notes are an integral part of these financial statements. 


STATEMENT OF INVESTMENT PORTFOLIO 
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STATEMENT OF FINANCIAL HIGHLIGHTS 


NEWCASTLE MARKET-NEUTRAL TRUST 


Statement of Financial Highlights 
For the periods ended December 31, 2000, 1999, 1998 and 1997 


Net asset value per unit - beginning of the period 


Net investment income (loss) per unit 


Net gain (loss) on investments 


Distribution per unit 
Return of capital 


Effect of capital transactions over original cost 


Net asset value per unit - end of the period 


Ratios and supplemental information 


Net assets - end of the period 

Weighted-average net assets 

Ratio of expenses to weighted-average net assets 
Annual rate of return 


The accompanying notes are an integral part of these financial statements. 
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2000 1999 1998 1997 
$ 18.97 16.63 19.00 18.79 
(0.26) 0.02 0.04 (0.02) 
271 2.40 (2.15) 0.23 
(2.89) (0.57) (0.69) : 
0.28 0.49 0.43 : 
$ 18.81 18.97 16.63 19.00 
$ 111,140,383 121,925,046 123,031,606 166,674,246 
$ 117,409,394 123,106,315 147,004,084 165,316,009 
2.03% 1.66% 1.95% 0.81% * 
15.12% 17.50% (9.28)% 1.09% ** 


* Rate annualized from date of inception to December 31, 1997. 


** Rate of return reported for period from inception to December 31, 1997. 


NOTES TO FINANCIAL STATEMENTS 


NOTES TO FINANCIAL STATEMENTS 
For the years ended December 31, 2000 and 1999 


1. Establishment of the Trust 


The Newcastle Market-Neutral Trust (the "Trust") is a closed-end 
investment trust established under the laws of the Province of Ontario 
pursuant to a trust agreement made as of July 18, 1997, and restated on 
August 17, 1999. Effective August 17, 1999, the Trust changed its 
trustee from The Canada Trust Company to The Royal Trust Company. 
The Trust began operations on July 30, 1997 when it completed its 
initial public offering. The Trust's units are listed on The Toronto Stock 
Exchange under the symbol NMN.UN. The Trust will terminate on or 
about December 31, 2007, and the net assets will be distributed pro rata 
to the unitholders unless an alternative later termination date is approved 
by a two-thirds majority vote of the unitholders at a meeting called for 
this purpose. The Trust retained Newcastle Fund Management Inc. (the 
"Manager") under a management agreement dated July 18, 1997. 
Newcastle Capital Management Inc. (the "Advisor") acts as the advisor 
for the Trust. 


2. Investment Objectives of the Trust 


The Trust's investment objectives are to: (i) distribute $0.40 per unit at 
each quarter end ($1.60 per annum); (11) steadily grow the net asset 
value per unit; (111) ensure that the performance of the Trust is 
substantially independent of fixed income and equity markets; and 
(iv) achieve low volatility, which is expected to be less than that of a 
mid-term bond portfolio and less than one-half that of major North 
American stock markets. 


3. Summary of Significant Accounting Policies 


These financial statements, prepared in accordance with Canadian 
generally accepted accounting principles, include certain estimates and 
assumptions by the Manager that affect the reported amounts of assets, 
liabilities, income and expenses during the reporting period. Actual 
results could differ from these estimates. The following is a summary of 
significant accounting policies followed by the Trust. 


(a) Investments 


The assets of the Trust are invested in market-neutral hedge funds and 
money market instruments. 


Investment transactions are accounted for on a trade date basis. 
Investments are valued on the last day of each month ("Valuation 
Date"). 


Money market instruments are valued at the bid price for such 
instruments at The Toronto Stock Exchange closing time on each 
Valuation Date. Interest income is accrued on a monthly basis. 


Investments in market-neutral hedge funds are valued on the basis of the 
latest net asset values reported by the portfolio managers or 
administrators of such funds. The difference between fair value and cost 
is shown as unrealized gain or loss on investments. Average cost is used 
to compute realized and unrealized gains and losses. 


(6) Foreign Currency Translation 


Assets and liabilities in foreign currencies are translated into Canadian 
dollars at the rate of exchange prevailing at the year end. Transactions 
during the year in currencies other than Canadian dollars are translated 
at the rates of exchange prevailing on the respective dates of such 
transactions. Foreign exchange gains and losses are recognized in the 
Statement of Operations on each Valuation Date. 


(c) Currency Hedging 


The Trust enters into exchange-traded currency futures contracts to 
hedge the Canadian dollar value of portfolio securities and liabilities 
denominated in foreign currencies. 


Upon entering into a futures contract, the Trust is required to deposit an 
"initial margin" with a broker based on a certain amount per contract. 
Subsequent payments representing variation margin are made or 
received each day depending on the daily fluctuation in the value of the 
contract. These daily changes are recorded as gains or losses in the 
Statement of Operations. The settlement due on futures contracts 
represents the daily variation margin owing or due to the Trust on the 
Valuation Date. 


Futures contracts are valued at their settlement price, as published by the 
appropriate clearing house of the exchange, on each Valuation Date. In 
the absence of reported bid and offer quotations, the Manager may, from 
time to time, determine a value which more accurately reflects the fair 
value based on the current market value of the underlying interest. The 
notional values of the futures contracts are not recorded as assets in the 
Statement of Net Assets. 
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4. Statement of Financial Highlights 


The information disclosed in the Statement of Financial Highlights is 
calculated as described below. 


Net asset value per unit is computed by dividing the net asset value of 
the Trust by the total number of units of the Trust outstanding, as at the 
beginning or the end of the period. 


Net investment income or loss per unit and net gain or loss on 
investments are based on the average number of units outstanding 
during the period. Distributions to unitholders per unit are based on the 
actual number of units outstanding on record date. 


Weighted-average net assets are calculated as the average of the monthly 
net asset values of the Trust during the period. 


The ratio of expenses to weighted-average net assets for the Trust is 
based on all expenses of the Trust, including interest, stand-by fees and 
GST, expressed as a percentage of the weighted-average net assets. 


Annual rate of return is calculated on the basis of the change in the net 
asset value per unit of the Trust during the period, and takes into 
account distributions made by the Trust. 


The effect of capital transactions over original cost represents 
calculational differences resulting from the use of different base 
numbers of units outstanding in the various calculations as described 
above. This difference can be substantial if the Trust experienced 
significant cancellations of units during the period. 


5. Investment in Market-Neutral Hedge Funds 


As part of its investment strategy, the Trust invests in a diversified 
portfolio of market-neutral hedge funds. 


The following table summarizes hedge fund transactions during the 


year: 
2000 1999 
Investments at cost - beginning of year $ 124,345,458 117,361,707 
Cost of investments purchased 47,504,312 34,894,160 
Cost of investments sold 73,262,338 27,910,409 
Investments at cost - end of year 98,587,432 124,345,458 
Unrealized appreciation of investments 25,486,344 20,689,318 
Market value of investments - end of year $ 124,073,776 145,034,776 
Proceeds of investments sold $ 90,870,081 32,501,679 
Cost of investments sold 73,262,338 27,910,409 


20 Net realized gain on investments $ 17,607,743 4,591,270 


6. Units Issued and Outstanding 


The authorized capital of the Trust consists of an unlimited number of 
non-redeemable units. Units are transferable and represent an equal, 
undivided interest in the net assets of the Trust. All units are of the 
same class with equal rights and privileges. Each unit is entitled to one 
vote at any meeting of unitholders and to equal participation in any 
distributions made by the Trust. Fractional units will not be issued. 
During 2000, under a normal course issuer bid and the Trust's 
quarterly market support obligation, the Trust purchased 518,600 units 
(1999: 971,341 units) for cancellation. Units purchased in the market 
pursuant to the distribution reinvestment plan during 2000 totalled 
46,718 (1999: Nil). 


The following unit transactions took place during the year: 


December 31, 2000 December 31, 1999 


Balance of units outstanding - 


beginning of the year 6,427,759 7,399,100 
Units acquired and cancelled 

during the year (518,600) (971,341) 
Balance of units outstanding - 

end of the year 5,909,159 6,427,759 


7. Management Fees 


The Manager provides the day-to-day administration, portfolio 
management and unitholder services to the Trust. In return for these 
services, the Manager receives an annual fee of 1.25% of the net assets 
of the Trust, calculated on the last Valuation Date of each fiscal quarter. 
The fee is paid quarterly in arrears, provided that distributions to 
unitholders are not in arrears. If distributions are in arrears, 
management fees are not paid nor payable until any shortfall has been 
made up to unitholders. Management fees in arrears at December 31, 
2000 amounted to $5,685,322 (1999: $4,214,963) and will be paid to the 
Manager when the shortfall in distributions has been paid (see note 9). 
The management fees in arrears will only be paid or accrued to the 
extent that such payment or accrual will not prohibit the payment of 
distributions to unitholders. The Manager will pay a portion of its fee to 
the Advisor in consideration of the Advisor's services to the Trust. 
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8. Bank Loan 


The Trust has a revolving loan facility with a Canadian financial 
institution (the "Bank"). The facility entitles the Trust to borrow funds 
in Canadian or U.S. dollars up to an amount not exceeding 25% of the 
net asset value of the Trust for the purposes of making additional 
investments. In addition, the Trust may borrow, on a temporary basis, 
up to 10% of the net asset value of the Trust for the purposes of (1) 
effecting market purchases of units; (ii) maintaining liquidity to effect 
cash distributions; and (iii) settling currency hedging transactions. 
Interest and stand-by fees are payable on a monthly basis. Interest rates 
are based on bank prime and/or Bankers' Acceptances for Canadian 
funds and bank prime and/or LIBOR for U.S. funds. A general security 
interest in the assets of the Trust has been provided in favour of the 
Bank. Loans outstanding as at December 31, 2000 were denominated in 
Canadian dollars and U.S. dollars. 


9. Distributions 


The Trust pays quarterly distributions to unitholders of $0.40 per unit to 
the extent that the net asset value per unit after giving effect to the 
distribution is greater than the net asset value on July 30, 1997 of 
$18.79. If less than $0.40 per unit is distributed in any quarter, the 
amount of the shortfall is carried forward and paid in the next quarter, or 
quarters, as long as the net asset value per unit after giving effect to the 
distribution remains greater than $18.79 per unit. 


During the year ended December 31, 2000, distributions of $2.89 per 
unit and $17,757,559 in aggregate (1999: $0.57 per unit; $3,663,823 in 
aggregate) were made by the Trust. At December 31, 2000 distributions 
of $1.05 per unit and $6,204,617 in aggregate (1999: $2.34 per unit; 
$15,040,956 in aggregate) were in arrears. 


Unitholders have the option of receiving distributions in cash, or in the 
form of additional units by way of the distribution reinvestment plan. 


10. Currency Futures Contracts 


As at December 31, 2000, term deposits with a face value of 
US $700,000 (1999: US $700,000) were deposited as margin for the 
currency futures contracts. 


The Trust has entered into futures contracts to hedge the currency 


exposure of portfolio securities and liabilities denominated in foreign 
currencies. 
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At December 31, 2000, the Trust held the following currency futures 
contracts: 


Notional Settlement due 
Closing contract on futures 
price value contracts 


1,101 March 2001 
Canadian Dollar Futures Contracts US $66.79 US $73,535,790 


CDN $110,318,392 CDN $115,620 


11. Income Taxes 


The Trust qualifies as a "mutual fund trust" within the meaning of the 
Income Tax Act (Canada) (the "Tax Act"). As all of the net income of 
the Trust, including net realized gains from private investment funds and 
deemed income computed under Section 94.1 of the Tax Act, will be 
paid or payable to unitholders in each calendar year, no income tax will 
be payable by the Trust under the present provisions of the Tax Act. 
Such income is taxable in the hands of the unitholder. Occasionally, 
more income is distributed than is earned by the Trust for tax purposes. 
This excess distribution is called a "return of capital" and is not taxable 
to the unitholder but reduces the adjusted cost base of the unit for tax 
purposes. 


As at December 31, 2000 the Trust had $9,700,000 (1999: $7,500,000) 
available in non-capital loss carry forwards and $4,000,000 

(1999: $7,900,000) available in capital loss carry forwards. During 
the year, the Trust utilized part of the available capital loss carry 
forwards. 
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NEWCASTLE CAPITAL MANAGEMENT INC. 


Newcastle Capital Management Inc., the Advisor, is a leading 
investment management firm in Canada and the U.S., specializing in 
hedge fund strategies, synthetic indexing, and enhanced asset-class 
portfolios for pension plans and endowment funds. Wholly-owned by 
its employees, Newcastle is dedicated to providing clients with excellent 
risk-adjusted returns and first-class client service. Since its founding in 
1989, the firm and its affiliates have grown assets under management to 
over $8.4 billion as at December 31, 2000. Newcastle's clients include 
the pension funds of many of the largest corporations in Canada, 
including the Canadian subsidiaries of a number of Fortune 500 
companies. Newcastle also manages pension assets for a number of 
universities and public sector institutions and a segregated fund for two 
large financial institutions. 


Newcastle is known as an innovator and a leader in applying 
derivatives and other quantitative strategies to create attractive and 
unique investment products. In 1994, Newcastle entered the hedge fund 
business, founding the NewQuant Trust I (previously Alpha Star Trust), 
the first investment vehicle of its kind in Canada to invest in a 
diversified portfolio of hedge funds. The Newcastle Market-Neutral 
Trust is based largely on the NewQuant Trust I experience. 


Newcastle itself has grown considerably since the inception of the 
Trust. As of December 31, 2000, the firm and its affiliates had about 
$2.5 billion under management in the funds of market-neutral hedge 
funds, making it the largest such player in Canada, and one of the 
largest in the world. Indeed, Newcastle is one of the few Canadian 
money management firms to successfully establish itself in the United 
States. Today, Newcastle's sister company, NewQuant Capital Inc., has 
a staffed office in New York City and about $1 billion under 
management for US institutional clients. 


NEWCASTLE MARKET-NEUTRAL TRUST 


Suite 3300, Scotia Plaza 
P.O. Box 1008 

40 King Street West 
Toronto, Ontario MSH 3Y2 
Telephone: (416) 360-5435 
Fax: (416) 360-0671 
E-mail: mpt@newcastle.ca 


INVESTMENT MANAGER 


Newcastle Fund Management Inc. 
Suite 3300, Scotia Plaza 

P.O. Box 1008 

40 King Street West 

Toronto, Ontario MSH 3Y2 
Telephone: (416) 360-5435 

Fax: (416) 360-0671 

E-mail: mpt@newcastle.ca 


INVESTMENT ADVISOR 


Newcastle Capital Management Inc. 
Suite 3300, Scotia Plaza 

P.O. Box 1008 

40 King Street West 

Toronto, Ontario M5H 3Y2 
Telephone: (416) 360-5435 

Fax: (416) 360-0671 

E-mail: mpt@newcastle.ca 
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LEGAL ADVISORS 


McCarthy Tétrault 

Suite 4700, Box 48 

Toronto Dominion Bank Tower 
Toronto, Ontario M5K 1E6 


AUDITORS 


PricewaterhouseCoopers LLP 

Suite 3000, Box 82 

Royal Trust Tower, Toronto Dominion Centre 
Toronto, Ontario MS5K 1G8 


DISTRIBUTION REINVESTMENT PLAN AGENT 


CIBC Mellon Trust Company 
P.O; Box 7101 

Adelaide Street Postal Station 
Toronto, Ontario MSC 2W9 
Answerline: 1-800-387-0825 
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FOR FURTHER INFORMATION PLEASE CONTACT: 


James Sinclair or Benita Warmbold 
Telephone: (416) 360-5435 

Fax: (416) 360-0671 

E-mail: mpt@newcastle.ca 


For most recent net asset value update call: 1-888-429-8774 
TSE Symbol: NMN.UN 


Aussi disponible en frangais. 
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